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UNITED STATES

TELEPHONE

ASSOCIATION

William F. Caton
Secretary
Federal Communications Commission
1919 M Street, N.W. - Room 222
Washington, D.C. 20554

Dear Mr. Caton:

Today, Roy Neel, President and CEO of the United States Telephone
Association, led a group of USTA representatives in a meeting with members of the
Common Carrier Bureau. In addition to Mr. Neel, the USTA group consisted of Dan
Hubbard (SBC); Larry Sarjeant (U S WEST); Bob Blau (BeIlSouth); Bernie Wunder
(Wunder, Diefenderfer, Cannon & Thelen); and Bill Taylor (NERA). Regina Keeney,
Richard Metzger, Gregory Rosston, Larry Atlas, Peyton Wynns, Jim Lande, Doron
Fertig, Tim Peterson and Tom Koutsky from the Common Carrier Bureau attended the
meeting.

The discussion centered on the information contained in the attached charts,
which were shared at the meeting. This information is also part of the comments USTA
filed today in this docket, and the discussion was consistent with these comments.

An original and one copy of this ex parte notice are being filed in the Office of the
Secretary. Please include this notice in the public record of these proceedings.

Respectfully SUb;itted, ,~

lhe~
Vice President -

Legal & Regulatory Affairs
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The IDSS Model 
A Critical Evaluation

National Economic Research Associates
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Scope of the IDSS Model

Determinants of LEC Revenue by Category
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The Model Oversimplifies the Telecommunications
Industry

• A single aggregate LEC masks different effects on real
world LECs and produces a biased prediction of the total
industry effect.

• Does not explicitly model local interconnection or resale of
LEC retail services.

• Prices and market shares are not linked.
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Model Contains Numerous Arithmetic and Coding Errors
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Model is Sensitive to Assumptions with a High Level of
Uncertain~y

Unknowable Fact

Spec 26 -- Business Local Rates First Year of CLEC
Competition

Spec 73 -- % CLEC Loops Provided With CLEC's
Own Facilities

Specs 79 and 80 -- Percent of LEC ''Total Bill"
Customers

Specs 117 and 118 -- Total added LEC marketing
expense when unbundled loops exceeds threshold:
Residence and Business

Specs 119 and 120 -- Total added LEC marketing
expense if LEC share of "total bill" customer loops
exceeds threshold: Residence and Business

Change in Assumption
and Resultinl! Effect on EBITDA

A decrease of 10% from -2.6% results in a loss of $1.5
billion for the LEe.

An increase of 20% results in a decrease in LEC
earnings of $5.6 billion.

An increase of 10% starting in 1997 increases LEC
earnings by $6 billion.

An increase of $5 billion results in a $10.6 billion
decrease in LEC earnings.

An increase to $5 billion from $0 results in a $10.8
billion decrease in LEe earnings

Base Case is the nle/r/a base case. All changes in earnings are based on EBITDA for the year 2006.

Cons.lti"rEc,,,,omilts
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.••but the Model Shows Substantial Impact of Potential
Policy Decisions

• Base Case: Local and interstate toll competition in 1997
with reasonable interconnection policies.

• Scenario 1: Cheap interconnection, resale and unbundled
loops.

• Scenario 2: Same as Scenario 1 with bypass of
terminating access.

• Scenario 3: CLEC purchases all network elements at low
TSLRIC.

• Scenario 4: Same as Scenario 3 with bypass of
terminating access.

Co",.lti"l Economists
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Figure 1: Predicted Loss in LEe Lines from the Base
Case
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Figure 2: IDSS Forecast Changes in LEC Local Revenues
from Base Case
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Figure 3: IDSS Predicted LEe Toll Revenue Losses from
Base Case
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Figure 4: IDSS Predicted LEC Total Revenue Losses from
the Base Case
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Figure 5: IDSS Predicted Difference in LEC Operating
Expense from Base Case

...
~.. ~

Cl. ='.. ='
tIol ='.
ell ='= =';: =...
f g
.. ='Cl. •
o ;
u ~

tIol
...l

$0 T

"5)~ :~~ = ~
($10) ~ .

($15)

($20)

($25)

20062005200420032002200120001999

($30) I I I I u-------l

1998

Y tar

_Scenario I -Scenario 2

, :" I
Conslllting£conomis!S



Page 13

Figure 6: IDSS Predicted Difference in LEe Operating
Profits from the Base Scenario
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Figure 7: IDSS Predicted Losses in LEe EBITDA from
the base case
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Figure 8: Potential Decline in LEC Equity Value from
Base Case
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Figure 9: IDSS Predicted Loss in Revenue per Line from
the Base Case
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